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THE CAPITAL BUDGETING DECISION* 
Harold Bierman, and Seymour 


New York: The Macmillan Company, 1960. 246 pp. 


The purpose our book present for audience, which 
may completely unfamiliar with the technical literature eco- 
nomic theory capital budgeting, clear conception how 
evaluate investment proposals. 

are convinced that the “present-value” method superior 
other methods evaluating the economic worth investments, 
but also recognize other considerations are also important. 
show that such methods “cash payback” and “return invest- 
ment” may give incorrect results. Likewise, the “yield” 
method” inferior the procedure. 

While the early chapters our book present over-all picture 
the method analysis advocated that would suitable 
introduction for management any level, the remainder our book 
concerned with elaborating the basic description given the 
early chapters and giving material that will assist person ac- 
tually preparing the analysis investments. 

shall use the term investment refer commitments re- 
sources, made the hope realizing benefits that are expected 
occur over reasonably long future period time. Capital budgeting 
includes searching for new and more profitable investment proposals, 
investigating engineering and market considerations predict the 
consequences accepting the investment, and making economic 
analyses determine the profit-potential each investment pro- 
posal. 


*©The Macmillan Co., 1960. 


Professor Accounting, Graduate School Business and Pub- 
lic Administration, Cornell University. 


tAssociate Professor Managerial Economics, Graduate School Business 
and Public Administration, Cornell University. 


shall refer the entire series net proceeds and net outlays 
associated with investment the cash flow the investment. 


The present-value procedure one that applies discounted-cash- 
flow concept; this concept turn takes into account the timing 
cash proceeds and outlays over the entire life the investment. 


The present value $100 payable two years can defined 
that quantity money necessary invest today compound in- 
terest order have $100 two years. Net present value represents 
the present value the investment proceeds minus the present value 
the necessary investment outlays (if all such outlays are made 
the first period, then, course, the present value these outlays 
equal the actual amount expended). 


the present-value method used, the rules for making correct 
investment decisions are quite simple principle. They are: (1) for 
each investment proposal, compute the net present value the pro- 
posal, using the cost capital the discount rate; (2) the choice 
between accepting rejecting the investment, accept the net 
present value greater than zero, and reject the net present value 
less than zero; (3) series investment proposals available 
and the present value each greater than zero, but only one can 
accepted, then accept the one for which the present value the 
greatest. 


The fact that measure investment worth incorporates dis- 
counted-cash-flow concepts guarantee that will give correct 
results all cases. Although believe that the present-value method 


can make definite and important contribution the solution the 
problems making investment decisions, vitally important that 
the user understand what accomplishing discounting 
the cash flow investment, and what not accomplishing. 


Comment Kenneth Simmonds, Research Assistant: 


Bierman and Smidt have produced much needed book 
clear, readable exposition capital budgeting theory and application. 
Their avowed aim was express the solution the economist the 
language the business manager, and although the strong undertone 
economic theory shows through from time time, very good job 
made bringing the theory down the level practical 
tion. 

The authors come out favor the “present-value” method, 
using the cost capital discount the future cash flows. Their line 
reasoning opened step step, making for excellent compre- 
hension, but the argument not unfolded completely until the twelfth 
chapter. This makes very difficult question the philosophy 
their approach unfolds. The clean cut certainty presentation 
adds this, almost seeming convey the impression that the problems 


capital budgeting have now all been solved. There are still many 
headaches left. 

The authors neglect discuss the implications for reinvestment 
funds future years the choice the rate used discount 
future cash flows. The higher the expected return from future in- 
vestment possibilities, the higher should the discount rate used. 
This question avoided Bierman and Smidt because they seem 
expect that businessmen using the present-value method will operate 
maximize profits equating investment return with cost capital. 
How many businessmen really this? the businessman operating 
under limits the supply capital either real self-imposed, and 
has opportunities for investment that will bring returns excess the 
cost capital, then consideration the rate used becomes very 
important. The authors give only short section capital budgeting 
under internal capital rationing. 

Worked illustrations are given the choice between different in- 
vestments using the present-value method. Identical initial outlays 
are used, however, and consequently the choice goes the cash flow 
with the highest present value. There mention how com- 
pare investments which the initial outlays are different. Presumably 
this would made choosing the investment opportunity with the 
highest ratio present value initial outlay. How would the choice 
made outlays were spread over more than one period, inter- 
spersed with the inflows? Bierman and Smidt would appear recom- 
mend undertaking every opportunity for investment which had 
positive present value remaining after discounting all outlays and in- 
flows the cost capital rate, but suggested above this may not 
very realistic suggestion. 

The authors state the book that the measures they are 
proposing concentrate the profit-maximization goal, and give little 
attention equally important conditions such the risks associated 
with investments. Can these two really separated? dismissing 
risk something apart from cost capital and profit maximization 
considerations, they omit consider the possibility that the risks in- 
herent the investments undertaken will eventually reflect the 
investors’ assessments the firm, and hence the cost capital. 
the extent that greater risk rewarded greater profitability, the 
use the cost capital the cut-off point seems favor invest- 
ments with risk above the average now held the firm. Probability 
theory and other methods allowing for risk different avenues 
investment, are not sufficiently developed this book give the 
businessman practical illustration how cope with this question. 

This book valuable addition the chain literature 
capital budgeting; contains much excellent material particular, 
the treatment the effects taxation cash flows well worth 
studying. copy should added every executive’s library. 


THE SOURCES VITALITY THE AMERICAN LABOR 
MOVEMENT By George W. Brooks* 


New York: New York State School Industrial and Labor Relations, 
Cornell University, July 1960. pp. 


The American labor movement has suffered considerable de- 
cline prestige during the past three years. There seems grow- 
ing pessimism about American trade unions, both from without and 
from within, learn accustom ourselves something less than 
had expected. 

The current criticism the trade union movement many 
kinds. Foremost, terms space and number times repeated, 
the charge that the trade union movement violent and corrupt. 
However, examination the facts makes clear that neither 
violence nor corruption widespread and both tend have geograph- 
ical rather than industrial union boundaries. 

more serious line criticism argues lack, decline, 
democracy American trade unions. 

Parallel this criticism, and closely related it, the charge 
that American trade unions, especially the most successful, have be- 
come increasingly dependent upon the employer for their “daily 
bread” new members and dues. argued that the union shop 
and checkoff have placed the leadership the unions satellite 
relation management, which gladly undertakes the union’s 
job return for the active “cooperation” the union leadership. 

the most significant criticism comes from within the trade 
unions. goes the almost complete lack success the AFL-CIO 
accomplishing the two principal stated objectives the 1955 
merger more effectual political action and the organization the 
unorganized. both fields, the results have been negligible and dis- 

purpose show that any pessimism based these criti- 
cisms quite unjustified, and that relatively small changes our 
ways doing things will release vast amount imagination and 
energy. 

worth noting that most the criticism unions these days 
directed the leadership. This criticism, whether true not, not 
the main issue. The sources vitality within the 
movement are found local unions and local organizations. 
The bulk our present able national leadership sprang out active 
locals, and the only real danger the labor movement today that 
shall dry those sources leadership and inspiration. 

The following quotation from the late Henry Simons provides 
base for everything wish say: “Modern democracy rests upon 


*Formerly associated with the National Labor Relations Board 
Labor Production Division the War Production Board. 


free, responsible local government and will never stronger than 
this foundation.” 

This point view, and the tradition political and economic 
thought which lies behind it, are assumptions. the basis 
those assumptions, there are four principal factors which affect the 
vitality and behavior unions. They are: (1) the leadership and the 
internal government the union; (2) the attitude and behavior 
the employer; (3) the presence (or absence) rival unions; and 
(4) the National Labor Relations Act and its administration the 
NLRB. 

The vast majority union members industrial unions 
percent have only intermittent interest in, connection with, 
the union. But they obviously have minimum sense “belonging” 
the union. does not follow that poor attendance local meetings 
evidence some profound defect the trade union movement. 

any case, the vitality union depends upon relatively 
small group local members who are active local affairs, not upon 
the membership whole. This group includes most the officers, 
many the stewards, and number active members. The health 
any union measured terms the vitality, energy, and 
imagination this group. The tentative nature their commitment 
the union the principal factor which distinguishes local leaders 
from the full-time national leadership the union, whose commitment 
complete. 

With respect these three items the national election 
executive board members, the authority the president appoint 
staff, and the authority take summary disciplinary action there 
continuing tendency toward centralization national unions 
time when the need for centralization seems less than ever. 

There hardly any thoughtful labor leader today who not 
genuinely concerned about the decline local leadership. Under 
large multiplant agreements, there painfully little for many local 
unions do. large degree, the villain the piece the employer. 
For reasons his own, has centralized the industrial relations 
function and has gradually withdrawn from local and lower supervision 
any significant decision-making powers, especially industrial rela- 
tions. Furthermore, greatly prefers deal with the international 
union; finds more better informed, and more 
sensitive his problems. Consequently, all the people both sides 
who are engaged full-time basis collective bargaining have 
stake the centralization collective bargaining matters. 


The use “experts” the handling wage determination, 
pensions, and health and welfare plans, employed both manage- 
ment and the union, must viewed evil development. This 
the final, and most effectual step depriving local unions initiative 
and self-determination. 


The function union rivalry intensify the sensitivity the 
union leader the desires his members. Because the 
processes every union are not always sufficient control, workers 
have turned whatever machinery was available for changing their 
affiliation, means accomplishing what they felt they could not 
accomplish within the organization. Relatively few union members 
recent years have changed their affiliation. However, not the 
effect upon those who change which important; the fact 
that all them can change they wish. 

Now, however, the movement toward the restriction rival 
unionism has gone quite far. Following the No-Raid Pact and the 
merger the AFL-CIO, rival unionism among affiliates was very 
substantially reduced. 

The rulings the NLRB have also been responsible for with- 
drawing from local unions more and more control over their own 
affairs. The National Labor Relations Act, has been interpreted 
the Board, imposes very substantial restrictions freedom 
choice, many them far beyond what anyone ever contemplated 
when the act was adopted. 

The law also provides for exclusive representation. This unique 
provision makes certified union the sole representative all the 
employees the unit, including those who not, well 
who prefer that union, and assures that the representative will 
permanent. 

The whole tenor industrial relations and union-member rela- 
tions America would revolutionized simple shift Board 
policy, requiring statutory change. The Board has all the authority 
now needs adopt policy that will henceforth order elections 
plant (or other local) basis, whether not that plant in- 
cluded within multiplant contract. But there little likelihood that 
such change will made the foreseeable future, because 
management large-scale industry will almost unanimously 
opposed it. 

Whether not unions ought confine themselves collective 
bargaining activities, they almost certainly therefore within 
the framework collective bargaining structure that must find 
the sources energy and vitality within the American labor move- 
ment. ought least what can produce the maximum 
amount differentiation, flexibility and local decision-making into 
the structures have. 

Union leadership grows when decisions have made that 
seem worth making, and when the authority and opportunity make 
them are ready hand. The creation the maximum number 
such opportunities must our main concern. 


> 


EXPERIENCE WITH DEMOCRATIC 


Chicago: Industrial Relations Center, The University Chicago, 1960. 
pp. 


country where private ownership capital the legal and 
practicing tradition, can misleading speak applying democ- 
racy industry. 

the political sense, think democracy being method 
representation, which the power control ultimately rests 
the hands the electorate. stockholders happened employed 
the company, some measure control would rest with the em- 
ployees. But not, and stockholders are protect their equity, 
surely seems follow that not their function put ultimate 
control into the hands employees, who not have ownership 
responsibilities. 

this sense ultimate power control, the view might well 
defended that have the very opposite democratic conditions 
business. 

true dilemma faces managers. the one hand, have the 
force for logic, order, and control, and the other, the need for the 
freely responsive, the creative, and the impulse for change. 

industry, the most immediate necessity for logical planning, 
doing, and controlling. Our ideas organizational structure, job 
simplification and control systems require, and tend develop, sub- 
missive, dependent performance. Sometimes active passive revolt 
generated. More often appalling measure unhealthy dullness 
the result. 

addition, our sense ethical and social concern deeply 
distressed the problem the individual subordinated the organ- 
ization. assume that not simple acquiescent, conforming, 
apathetic performance would like see, but lively interest and 
sense excellence. 

our company some years ago, became interested this 
problem, and set out try some experiments. 

our first experiment, created what called “forums,” 
order develop “communication from the bottom up.” These were 
conducted top management staff men, and talked about 
company matters. explained programs, invited comments and 
questions, and dealt with some controversial shop questions. 

However, while were helping the men and women the 


shop, were putting great pressure the foremen and manage- 
ment. 


*Occasional Paper Series, No. 18. 
+President the Red Jacket Manufacturing Company Davenport, Iowa. 


Our next step was take much keener look the predicament 
supervision, the foremen and staff men running the plant. 
realized more than had what difficult position the shop foreman 
in. His task trying bring together some kind effective 
way the interest and needs the men and women the shop with 
the objectives management considerable. 

saw, for one thing, that install “participation system,” 
and insist that people participate when there may built-in 
factors that make participation contrived can manipulative, 
and not even straightforward autocratic methods. 

When recognized our bottoms-up effort for what was, 
drew back from the unnatural interference top 
going directly the bottom the organization. Instead, tried 
provide freer, less controlling situation for supervision. 
attempted put much the decision-making, policy-making, 
and actual operating responsibility possibly could into the hands 
the foremen and staff group. 

The traditional role the superintendent was radically altered. 
concentrated placing much authority possibly could 
into the hands supervision, much they could and would take. 
Much what would have been traditional controlling authority was 
successfully distributed the group itself. 

The positive effects this were remarkable and richly rewarding. 
The foremen and staff men changed from passive, dependent, and 
acquiescent men men who were effective, self-starting, responsible, 
and deeply involved. the course time, this development among 
our plant supervisory group became extremely mature. 

However, all did not end without problems for us. The first-felt 
ramifications were with our executive management. This whole de- 
velopment carried threatening implications for them. raised such 
questions as: “Can managers really give control? Should they 
give control? people want more leeway? Will they really take 
it? Are they competent?” Many these questions were answered 
the responsible and disciplined performance the foremen and the 
factory management staff. 

But some more gnawing questions were present for executives: 
the manager paid more because knows more contributes 
more? Can manager afford give control? How will get 
ahead can’t demonstrate some superiority contribution 
knowledge?” 

addition, there was the fact that some men get real satisfac- 
tion from manipulating, controlling, and guiding people. 

This led further question: Must executive and nat- 
ural leader become faceless quantity and reduce himself the 
interests greater expressiveness for lot other people? 

decided that manager should have the prime responsibility 


for the over-all vitality and health the organization, and should 
rewarded accordingly. felt that the traditionally prime func- 
tion motivating, goading, and controlling might become secondary 
function, and might conceivably, free organization, even dis- 
appear. This might then free him creative with the organization 
rather than for it. 

Over number years, there gradually developed throughout 
the management the capacity for group processes based sense 
informality and open exchange. 

More and more dropped restrictive techniques. also 
learned how differ constructively. began depend upon the 
initiative individuals form groups problems arose, include 
anyone who had interest the problem, and disband whenever 
the problem was solved. 

The positive results have clearly been relieve men cog- 
like feeling and sense dependency. The relevant point, me, 
that this not system. process direct, living relationships 
which cannot synthesized but must grown. 

Accompanying our present stage organization are some difficul- 
ties too. Reduction centralized power and control frustrates some 
the company’s outside connections which need have simple 
points contact. 

second kind problem long-range planning. Planning 
some degree seems special function few who have fewer operat- 
ing responsibilities, and this tends force structure into the organiza- 
tion. 

And, finally, there the very complicated but relevant question, 
“Can this approach extend beyond management? so, how?” 


are the edge these questions now. shall probably 
keep trying. 


q 
| 
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STOCKHOLDER VOTES MOTIVATED ADVERSE INTEREST: 
THE ATTACK AND THE DEFENSE Earl Sneed* 


Michigan Law Review, Vol. 58, No. May 1960, pp. 961-998. 


theory, stockholders will vote manner beneficial the 
corporate whole. All are co-owners and supposedly there unity 
financial interest. Realistically, most voting situations there 
unity interest. Because differing pecuniary drives there are votes 
cast adverse interest votes motivated quest for personal and 
peculiar gain the expense other stockholders. 

the purpose this article study stockholder votes motivated 
adverse interest from the standpoint the attack and the defense. 
First, the remedies available the complaining minority are examined. 
Then follows study the indicia adverse interest specific share- 
holder actions. Knowledge the nature and import these indicia 
should enable the careful lawyer avoid defeat the charge that 
unconscionable adverse interest vitiated the result 
vote. 

The Attack: The Remedies Available. 

The stockholder disagreeing with his covoters the ground that 
their actions are motivated interests adverse his welfare has 
arsenal weapons his disposal. His strategic advantages lie the 
fact that most instances, the burden showing fairness will 
the defendants, and frequently the shareholder’s suit will direct 
action personal right, where the corporation has direct interest, 
rather than derivative action, for and behalf the corporation. 

Preventing the Transaction: The Prohibitory Injunctions. 

The stockholder, aggrieved the threatened action the group 
control, may seek prohibitory injunction. This effective 
weapon complex, fast-moving, corporate controversy because 
stops prevents the threatened action and preserves the status quo. 
The injunction trenchant and precious weapon available the 
plaintiff objecting unfair action threatened taken the majority. 
who uses with intelligence and with skill timing and phrasing 
can upset the best laid plans greedy majority. 

Undoing the Transaction: 
The usual course action the stockholder who believes that 


*Dean, College Law, The University Oklahoma. 


will hurt the announced program the majority ask 
for injunction. may fail win the injunction and still seek 
rescission the majority action. stockholder may not become 
aware the extent the oppression, the nature the fraud, the 
fact illegality, until after the vote. stockholder may postpone 
legal action until after the election the hope that the stockholders 
will disapprove. any these instances, when the plaintiff seeks 
undo what has been done, the remedy sought redressive 
effort cure past derelictions the part the majority. 
Compelling Distribution Assets. 

the rescission cases, equity sometimes orders money payment 
the ground that conditions have changed and rescission would 
unjust those who have acquired subsequent rights. Compensation 
money may obtained other ways dissenting shareholders 
who are victims unfair, illegal, fraudulent majority actions. 
some instances, courts have permitted direct suits for damages; 
other cases, the extreme remedy liquidation used. Some statutes 
ask that the dissident base his plea the ground unfairness, fraud, 
illegality. meets the statutory requisites, may ask for dissolu- 
tion the corporation. sum, aggrieved shareholder wishing 
attack the majority vote the grounds undue exertion adverse 
interest has potent weapons his disposal. 


II. The Defense: Avoidance Indicia Adverse Interest. 
Corporate Actions Resulting Direct Personal Gain. 

There are three aspects the “personal gain” action. 

the dominant group wants complete 
purchase assets from the corporation controls, then that group 
must everything possible build record free from the indicia 
adverse interest. The ideal record would purchase made 
subsequent public offering, offering generated sound business 
reasons and made after full disclosure all pertinent facts. Anything 
less may result finding violation fiduciary obligations. 

sales property the stockholder the corporation, the 
consideration must reasonable, the property needed, and the 
transaction free from secret profits and unconscionable motives. 

Ratification stockholders bonus stock-option plans 
the most effective means avoiding the stigma adverse interest 
compensation proposal. 

Corporate Actions Resulting Personal Gain Through Increase 
Share Values. 

Elimination Accrued Dividends. If, for instance, corpora- 
tion emerges from business recession, and profits replace deficits, 
pressures build for the renewal dividends. the corporation 
has preferred shares with cumulative dividends, the owners pre- 
ferred want the accumulated dividends. result, any management 
desirous staying office must seek ways and means eliminating 


} 
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the accruals. The elimination can accomplished either two ways, 
One, the compulsory plan which eliminates accruals through charter 
amendment merger. Second, the optional technique which 
calls for issuance new shares which “top” the old with dividends 
and other priorities. 

Advantageous Exchange Shares. These are sometimes brought 
about stockholder votes motivated self-interests adverse those 
the holders whose shares are being exchanged. But there must 
fairness this exchange shares and the economic need the 
corporation the most potent factor the determination 

Shift Assets from One Corporation Another. When assets 
are shifted from one corporation another, and single unified 
interest controls both entities, the dissident, claiming his corporation 
being hurt for the benefit another, strong position. For, 
the control groups must everything possible avoid all indicia 
adverse interest, because there often immediate suspicion that the 
control group sacrificing its smaller interest (and the plaintiff) for 
the aggrandizement the larger. 

Ridding the Corporation Unwanted Stockholders the 
“Freeze-Out.” The ways and means eliminating the unwanted 
stockholder are simply variants the same theme the sale 
assets. Either there dissolution with sale sale followed 
dissolution merger with the minority receiving redeemable shares 
lieu their noncallable securities. any event, the assets the 
original corporation end the hands the majority its alter 
ego, which probably another corporation, and the business goes 
before. 

The very nature freeze-out engenders suspicion 
term itself carries unpleasant and sinister connotations. Therefore, 
those who would rid prosperous, even hopeful corporation 
unwanted stockholders would well base their actions upon some 
acceptable business reason, very frank and honest, and above all, 
lean over backwards give the ousted holders abundantly adequate 
price for their shares. 

The effort herein has been catalog the indicia giving rise 
these allegations each category shareholder actions, thereby 
enabling careful planners avoid defeat pleas invalidity based 
upon charges adverse interest. 

vote, there must (1) modicum business reason stimulating the 
move, (2) openness purpose and honesty presentation, (3) mo- 
tives compatible with prevailing business ethics and mores, and (4) fair 
exchange values. any these elements are lacking, the proposition 
open for successful challenge based upon the plea unconscionable 
adverse interest, and the dissident has potent weapons available for 
the attack. 


FREE-TRADE ZONE LATIN AMERICA Theodore Sumberg* 


Inter-American Economic Affairs, Vol. 14, No. Summer 1960, pp. 
51-64. 


will look into some economic aspects the Treaty signed 
Montevideo February 18, 1960. 


Seven countries the bulk Latin America economic 
sense will make free-trade zone: Argentina, Brazil, Chile, 
Paraguay, Peru, Uruguay and Mexico. Furthermore, they regard the 
present move but the first step toward single market for all 
countries Latin America. 


The Treaty sets motion series periodic negotiations among 
members, presided over central secretariat, which trade bar- 
riers will gradually eliminated during the years for the essential 
their mutual trade. 

There will two related sets negotiations. One will be- 
tween pairs members around national lists products whose duty 
reductions will amount not less than eight per cent year. The 
other will common schedule concessions for the products 
zonal trade whose duties and other restrictions all the contracting 
parties agree eliminate completely. 

Almost one-tenth the legal trade the seven countries 
among themselves, which Argentina and Brazil usually account for 
almost two-thirds. The Treaty sponsors duty reductions only for this 
small fraction, but addition allows exceptions that substantially 
bring down the portion foreign commerce subject the removal 
restrictions. 


The first exception the traffic agricultural products, the 
bulk present-day trade within the zone. The effects are peculiarly 
far-reaching. Member purchases agricultural products will made 
only meet the national deficits that are created national levels 
prices. Art. specifically provides for bilateral accords among 
members meet the excess home consumption over production. 
Presumably, buyers will outside the zone, matter how low its 
prices, only when they cannot cover deficits, given their separate price 
policies. 

The second exception the Treaty freer zonal trade covers 
not one class product, but all entering the process negotiation. 
The Treaty offers ample scope members stop reverse the prog- 
ress liberalization, even for the limited range non-agricultural 
goods. 


There also general safeguarding clause (Art. 23) that author- 
izes members permit each other impose reimpose zonal re- 
*Consultant this general field. 


strictions upon products they are imported “in such quantities 
such conditions that they have, are liable have, serious reper- 
cussions specific productive activities much importance for the 
national economy.” Imports either the national common lists 
may thus judged harmful; presumably single product can 
taken off the common list, but its operation for all products included 
can suspended. This fact may discouraging new investors 
that seek expanding, unobstructed zonal market. 

Art. also authorizes members impose zonal restrictions 
correct unfavorable global balance payments. 

Art. points out that the corrective measures authorized the 
two previous articles may applied any member without prior 
consultation with others, which however would have chance 
express opinion later date. Moreover, according Art. 26, 
the member taking these measures may keep them effect for year 
even longer participates negotiations remove them, but 
there are sanctions maintains them longer against general 
opposition. 

Taken together, the above suggests that practice the Treaty 
may little free trade zonal commerce. Its self-imposed limits 
are serious and particular there ample scope for recurrent back- 
sliding even over the narrow area exposed freer trade. 

Art. authorizes mutual accords among members for the comple- 
mentary growth new industries. Products not now traded within 
the zone will receive the special protection such accords, hence the 
importance not obligating their entrance the Treaty’s process 
trade freeing. Art. represents the principal hope the Treaty 
create market within the zone for capital goods produced within the 
zone. 

The Treaty rests much hope the stimulus income and em- 
ployment zone-wide capital-goods industries. That such industries 
are scarce today due the smallness individual national markets 
here the cardinal idea the new zone. 

stated various points the Treaty that the liberalization 
trade will based the reciprocity concessions. This means 
that member, result concessions receives, will draw more 
advantages from the zone than what offers. But round 
reciprocal concessions may have unequal effects. hardship arises 
one side from this inequality, the Treaty allows members almost un- 
restricted right protect themselves. Arts. and even require the 
partners favored exchange concessions help correct the 
hardships others, ways not specified but presumably including 
the grant more concessions. 


There need dwell upon the importance economic 
developments Europe the American businessman, both 
with regard competition presented and opportunities af- 


forded. provide broader background this area, these 
articles among others have been printed The Execu- 
tive: "When Should Company Manufacture Abroad?" (March) 
"Goals, Plans, and Priorities Competi- 
tion" (April) "Growing Regionalism World (June) 
"Is the United States Being Priced Out World Markets?" 
(August); "The Multinational Corporation" (September) 
"The and European Integration" (October). 
Among other pieces current literature which enable 
the businessman increase his knowledge about Europe's 
economic posture report published Arthur Little, 
Inc., entitled American Industry Europe. Very ably pre- 
pared Hugo Uyterhoeven, the report about the 
European Common Market and the American chemical industry, 
with reference practical problems and opportunities that 
American business faces regard economic integration 
with Europe. The implications contained the booklet are 
not restricted the chemical industry. The report "repre- 
sents the attitudes and problems businessmen who are con- 
cerned with day-to-day decisions and long-range planning 
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regard European opportunities and the larger views 
experts the area international trade and European 
problems." 

Chapter titles American Industry Europe are: "The 
Rome Treaty," "The ECM Market," "U.S. Exports and the 
ECM," "U.S. Licensing within the ECM," "U.S. Direct Invest- 
ment within the ECM," "The Possible Impact Exports from 
the ECM," "Selection European Country," "Cartels," 
"The European Common Market and The Free Trade Association," 
"Six and Seven, Thirteen?", and "The Outlook for the 
ECM." 

This Arthur Little report briefly discussed the 
September issue Anglo American News. 


Guide the Common Market 


The First National City Bank New York has published 
booklet called Europe Today, Report the Euro- 
pean Economic Community. the second series de- 
Signed serve guide the Common 
Market. The booklet "provides information labor supply, 
wage rates, investment incentives, and the market potential 
each Common Market country. This report also reviews the 
background the European Free Trade Association, and pre- 
sents economic and trade comparisons between this new As- 
sociation and the Common Market." 

British organization, named Political and Economic 
Planning (PEP), has published number Occasional Papers 
the European Market. PEP, located Queen Anne's Gate, 
London independent non-party group formed 
study problems public concern. 

The titles the first eight Occasional Papers are: 
Agricultural Policy the European Economic Community; 
The Free Trade Area Negotiations; Agricultural Policies 
Western Europe; The European Free Trade Association 
Preliminary Appraisal; Proposals for Common Agricultural 
Policy EEC; Budgetary Control the European Economic 
Division Europe, some the other papers, 
written Miriam Camps, who research associate 
Princeton University. The Paper historical the 
first part which summarizes and comments the principal 


changes that occurred during 1959 bearing the problem 
economic association Europe, while the second section 
the Paper discusses various meetings 1960 designed im- 
prove relations between the nations the Common Market 
and those the Free Trade Association. 

The United Nations Economic Bulletin for Europe (1960) 
provides useful information about the economic climate 
across the Atlantic. With regard Eastern Europe and the 
Soviet Union, the Bulletin comments industrial 
tion, current agricultural developments, investment and 
consumption, and foreign trade developments. With regard 
Western Europe, the 67-page Bulletin discusses continued 
economic expansion, trade and payments, and policies and 
prospects. 

The governments the seven countries the European 
Free Trade Association have published 32-page pamphlet en- 
titled EFTA. Not only does this pamphlet give some the 
details about the EFTA, but also briefly presents the 
picture economic co-operation throughout Eu- 
rope. For example, points out that the Organization for 
European Economic Co-operation encompasses total na- 
tions: seven are the EFTA; six the Common Market; and 
five are outside any Special trade grouping (Greece, Ice- 
land, Ireland, Spain, Turkey). 

Not unrelated our discussion the booklet 
William Dale, senior international economist for the 
Stanford Research Institute, Menlo Park, California. Also 
published the Institute Common Markets and Free Trade 


Further Information 


Recent issues three London publications provide use- 
ful articles about Europe's economy. The August issue 
The World Today (Chatham House, St. James Square, 
carries the article "Austria, the Free Trade Area, and the 
Common Market." "The Uncommon Market" appears the Sep- 
tember 2nd issue The Stock Exchange Gazette. This article 
outlines various threats the well-being British manu- 
facturers. They are threatened varying degrees by: the 
low cost manufacturing unit the Common Market; the weak- 
ening Commonwealth preference; the inability finance 
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industrialization underdeveloped countries; this in- 
dustrialization itself; America cutting its losses Brit- 
ain. Five remedies are then proposed. 

The third London article interest appeared the 
September edition The Statist: "G.A.T.T. Summit 
Shadow?". Here the relationship between the proposed 
common external tariff Common Market countries and the 
current GATT (General Agreement Tariffs and Trade) ne- 
gotiations explored. Regardless the outcome the 
GATT negotiations, the article concludes, "...it least 
feasible that the Common Market and the United States, 
any case, may gain more than the United Kingdom and certain 
the Commonwealth countries, while some primary producing 
and underdeveloped countries might find themselves better 

Retracing our steps from London, find that The New 
York Times (September 18th, 4E) published "DeGaulle Puts 
New Limits European Unity," Edwin Dale, Jr. Mr. 
Dale reports the significance the two European trade 
blocs Gaulle's voluntary-cooperation-while-keeping- 
sovereignty philosophy. 

Thanks assist Baker Library's reference de- 
partment, here some more literature that should prove 
informative: 


mon Market, Economist Intelligence Unit, London, 1957. 288 


Europe's Uncommon Market. Fortune, December 1958, 
pp. 51-52+. 

The New European Market. Business Horizons, Winter 
1958, pp. 17-23. 


Cordially, 


William Falcon, Editor 


The European Common Market; New Frontier for American 
Business, American Management Association, 1958, 220 pp. 
The New European Market: What Means U.S. Business, 
Chase Manhattan Bank, Y., 1958, pp. 
Common Economic Foundation Europe? 
Committee for Economic Development, Y., 1959, pp. 
Britain and Europe: Study the Effects British 
Manufacturing Industry Free Trade Area and the Com- 


NEED CHANGE FEDERAL RESERVE POLICY? 
Dr. Gordon McKinley* 


Twelfth National Credit Conference, American Bankers Association, 


1960, pp. 60-67. 


This the great dilemma which the Federal Reserve faces: that 
attempt halt inflation through tight money will cause unemploy- 
ment, and attempt maintain high employment through easy 
money cause inflation. 

can conclude, with respect the principal criticism leveled 
recent years against Federal Reserve policy, that: 

(1) long strong labor unions secure wage increases excess 
productivity and strong corporations are able pass these costs 
along the form inflated prices, will difficult consistently 
maintain high level employment. 

(2) This same difficulty will exist matter what the price policy 
the Federal Reserve. will difficult, and probably more 
difficult, maintain high employment with easy money and inflation, 
with stable prices. 

(3) The critics the Federal Reserve are mistaken believing 
that inflationary monetary policy would produce higher employ- 
ment more rapid economic growth. The threat employment 
and growth not monetary policy, but wage and price policy and 


the degree labor and business monopoly which makes current wage 
and price policy possible. 


would like suggest two changes monetary policy and credit 
controls which believe would lessen future undesirable fluctuations 
both prices and employment. The first point learned that 
the most effective action stabilize both prices and employment 
that which taken early the boom which time the seeds both 
inflation and subsequent recession are sown. 


addition tight quantitative control through open market 
operations, may necessary the future give the Federal 
Reserve power set minimum down-payments and maximum 
maturities for consumer instalment loans. alternative, recom- 
mend federal statute stipulating absolute and unchanging 
maximum term months for consumer credit. believe that 
maximum two-year term for consumer credit would not reduce the 
total consumer credit extended over period years, but would 
greatly reduce the instability this type credit and thus contribute 
more stable prices and more constant growth the economy. 


Finally, corollary argument thus far that the Federal 
Reserve should ease credit the later stages the boom are reached, 


*Executive Director, Economic and Investment Research, The Prudential In- 
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even though prices might rising that time. When does s0, 
will release the market place the potential demand which has 
held tightly check during the developing stage the boom. this 
stage and this stage only believe that increased credit will 
not feed inflation but will serve sustain sales, output, and employ- 
ment. 


THE CASE FOR DEVIL’S ADVOCATE Professor Ernest Dale* 


Think, Vol. 26, No. September 1960, pp. 24-25. 


Hardly day passes that not hear blunder someone 
our acquaintance someone authority. And the cause 
such errors often simply that there was one position 
check them. They resulted because our universal tendency 
overly sure that know what should and overly convinced 
our own self-righteousness and self-importance. But fortunately, 
most people have that small still voice conscience the voice 
wife, relative, close friend which provides very sensitive 
antenna quickly responsive changes which, left unrealized, might 
later food for error. 


there available way for executive salvage both his 
conscience and his job that can found business organization? 
There are several such devices foreign government which might 
perhaps considered more widely our government and also 
adapted for use business. 


One device used foreign government that the Devil’s 
which was employed successfully Winston Churchill. 
His Advocate” was Professor Frederick Lindemann, man 
sharp, merciless, analytical powers, who had become director 
Clarendon Physics Laboratories. worked with Churchill through 
World War problem solving, changing existing viewpoints, 
strengthening others with backup information and anticipating still 
others. 


The other organizational device for executive’s conscience 
comes from the old and successful democracies Scandinavia. The 
different countries’ parliaments appoint every four years completely 
independent official who Denmark called “Ombudsman.” His 
task investigate any case where complaint made him against 
government authority administrative decision. The subject 


*Graduate School Business and Public Administration, Cornell Uni- 
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matter may range from complaints about the quality coffee 
state prison high affair state which considered citizen 
blunder. 

should noted that the Ombudsman does not deal indis- 
criminately with all cases nine out ten are rejected outright 
not being relevant justified complaints. 

The office the Ombudsman has been successful that, the 
one hand, the authorities have almost always accepted his advice, 
while the other hand, the reputation government officials has 
risen because bridge has been securely built between the authorities 
and the public. 

The lesson learned from the successful use lines” 
administrator’s conscience that American management should 
cease confuse criticism ideas with criticism persons; that 
should examine itself more critically; and that full authority does not 
make for infallibility. 

American management can these things, the required in- 
crease productivity and income will brought about the cost 
fewer heartbreaks. 


WHAT WILL BECOME THE LIBERAL ARTS?+ 
George Schmidt* 


Columbia University Forum, Vol. No. Summer 1960, pp. 27-31. 


There one question quite current among educators: will the 
four-year college liberal arts, whose students “major” one 
the traditional academic subjects, survive its present form, will 
cede the vocational and technical schools, leaving, perhaps, 
stump vestigial remain, two-year college general studies? This 
question applies the form the American liberal arts college 
well the content. 

form think the college will continue much know for 
some time come, but the content will inevitably change and has. 
result, two perhaps three general types institutions may 
emerge, all built the accepted four-year frame. 

The first will include the overwhelming majority independent 
colleges with their two lower years required courses general 
studies and their two upper years vocational and pre-professional 
majors. 

Then there may increasing cooperation and division func- 
tions among the colleges state region, perhaps the manner 
the Southern Regional Education Board, compact among sixteen 


+By permission the publisher, Columbia University. Copyright 1960. 


*Professor History and Chairman the Department History and 
Political Science Douglass College until his retirement June 1960. 


Southern states for the more effective use their joint facilities and 
the avoidance wasteful duplication. 

somewhat different course indicated for the great universities, 
both public and private. Their liberal arts majors will increasingly 
only those students who expect graduate school and them- 
selves become university professors and research specialists. 

third sort institution may emerge, which older colleges, 
liberally endowed, may decide continue the liberal tradition all 
its vigor, maintaining the most rigorous intellectual standards 
highly selective student body. Women’s colleges may certainly in- 
cluded this last group. 

With college students the future moving immense numbers 
into the vocational and professional majors, one may ask whether the 
conventional liberal arts major doomed and liberal and vocational 
aims are necessarily mutually exclusive. Both liberal and vocational 
courses, while differing purpose, are not absolute opposition; 
they are complementary and interdependent. But there still 
problem between these divergent groups, that will necessary, 
somehow, re-establish communication between the arts and the 
sciences. some measure peace can achieved here, the liberal 


college its essence will have better than fighting chance for sur- 
vival. 


THE CONSUMER AND MADISON AVENUE Harry Johnson* 


Current Economic Comment, Vol. 22, No. August 1960, pp. 3-10. 


topic current and growing interest among economists 
the economics what Galbraith calls the Affluent Society, 
and what Rostow terms the final stage economic develop- 
ment, the era high mass-consumption: more simply 
nizably, the economics the United States today. The distinguishing 
features the affluent, high-consumption American economy 
object analysis meriting special treatment are: the production 
side, the corporate form business enterprise instrument for 
institutionalizing the accumulation capital and the development 
and practical application technical progress; and the con- 
sumption side, the affluent consumer, whose standard living 
already high above anything that can related basic needs for 
food, clothing, and shelter, and being continuously raised still 
higher through the creation and satisfaction new and more de- 
manding wants. The link between the two sides, and the institutional 
embodiment the process want-creation which drives the sys- 
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tem ever greater heights production and consumption, 
the range activities broadly describable “advertising,” and 
symbolized the concept “Madison Avenue.” 

Both features, considered all seriously, raise grave doubts 
the validity and usefulness the economist’s picture the 
economic world; but the second, the affluent consumer, poses far 
the more fundamental problem for the economist, calling into 
question the very foundations what economics has say about 
economic policy. 

The question the relevance, rather the assertion the 
irrelevance, economics this age has been put most strongly 
Galbraith his recent book, The Affluent Society. Galbraith argues 
that economists have managed blind their eyes the obvious 
fact that income rises less urgent wants are satisfied, that 
marginal production becomes decreasingly important. argues that 
contrived wants, satisfied increasing production and themselves 
increasingly created the increase production itself, are marginal, 
and thus reaches the conclusion that “the marginal utility present 
aggregate output, advertising and salesmanship, zero.” 

well consider Galbraith’s thesis terms two separate 
parts. The first part concerns the proposition that income rises, 
less urgent wants are satisfied marginal production, whose value 
accordingly falling. This proposition not tautological, but rather 
value judgment. one which involves peripheral issues de- 
termining the location the margin high and rising standard 
living. 

The second part Galbraith’s thesis concerns the notion that 
economic progress essentially involves the creation new wants. 
This theory means new the literature economics, for 
was drawn upon Marshall and Knight, who seem point, 
their respective ways, the answer the Galbraith challenge 
liberal economics. This answer is, essentially, admit that the aim 
economic activity not the fuller satisfaction given wants, but 
assert that the evolution wants itself motivated, fundamentally, 
the desire increase satisfaction. But these wants cannot dis- 
missed valueless, Galbraith assumes, because all economically 
relevant wants are learned, having been acquired under the pres- 
sures social emulation and advertising. From what have already 
said, seems that the prospects for the consumer and Madison 
Avenue are bright, and Madison Avenue will continue prosper 
the future has the past, 

There are two cogent reasons for predicting new highs for 
huckstering. First, Martin Mayer points out his Madison Avenue, 
USA, advertising form insurance for the corporation against the 
risks managerial mortality. Second, the rise Madison Avenue 
has been associated the one hand with technical progress making 


possible the elaborate, centrally planned and executed advertising 
campaign, and the other hand with the rising relative cost 
labor, which has given progressive cost advantage “absentee 
salesmanship” means advertising aimed the buyer. Both 
factors will continue favor Madison Avenue. 

There will trend toward more emphasis discriminating 
taste; but also, increasing affluence will manifest itself increasing 
expenditures advertisements for household durables 
ational equipment, because opulence progresses, efforts sell the 
complements leisure will multiply. 


EVOLVING BUSINESS PHILOSOPHY Manley Jones* 


Journal the Academy Management, Vol. No. August 1960, 
pp. 93-98. 


Most philosophers agree that the rightness wrongness 
act important and that the rightness wrongness should judged 
its actual expected effects good ill others. And 
imagine most executives and laymen will agree that businessman 
should employ ethical tenets his business dealings. But not 
going propose that men use moral codes their only source 
ideas for their philosophy for management. Instead, propose that 
draw from second branch philosophy that metaphysics. 
for the present interested only two the concepts from 
metaphysics: first, the idea body guides for behavior, for de- 
cision making; and, second, the idea framework encompass 
these guides. business need much more fully thought-out 
and much more dependable philosophical pattern, one can use 
every day all our decisions, one which the conflicts between what 
think should and what actually are kept bearable 
level. 

The framework proposing container for our guides 
for decision-making consists two main ideas first, the idea 
business goals, the idea big, long-term, permanent goals, ob- 
jectives; and, second the idea sets means achieving them 
means that are compatible with one another. 

me, the long-term goal furthering the welfare the com- 
pany and its prestige, makes much more sense than the goals high 
profits the vague and grandiose objective furthering the welfare 
mankind general. 

order achieve this big goal, man may employ any one 
hundreds possible means. But opinion that this goal can 
achieved through and the introduction changes company’s 
practices and activities. 


Institute Technology. 


Should company follow the policy adopting few changes, 
many changes? conservatively run company where the young 
men usually wait for their elders retire, the changes are virtually 
few. But companies which employ consistent philosophy 
change, there can found improved means furthering the com- 
pany’s welfare, and especially new challenges arising for young ex- 
ecutives, giving them varied experience and keeping them from falling 
into ruts and ennui. 

notable, have found, that New England, Italian, and 
British firms employ the conservative pattern running company. 
striking contrast this, there very large percentage firms 
the Middlewest which employ the philosophy change con- 
stant change their activities. These companies have attained suc- 
cess, whereas many the conservatively managed companies, having 
labored mightily, have eventually dried up. 


SOME SECOND THOUGHTS DOING BUSINESS 
PUERTO RICO Norman Sugarman and James Scott* 


Taxes, Vol. 38, No. August 1960, pp. 593-606. 


Those who have the idea making “quick killing” financially 
parlaying the exemptions offered Puerto Rico with the special 
federal tax concessions, such capital gains rates, exempt foreign 
income and foreign tax credits, may well consider some the 
latent patent hazards that may rear their ugly heads with disap- 
pointing, not disastrous, results. 

Any United States interests planning business Puerto 
Rico should prepared ward off potential attacks the Internal 
Revenue Service, bear the expense thereof and have reasonable as- 
surance winning. 

The exemptions from Puerto Rican tax now offered under the 
Industrial Incentive Act (1954) eligible “new” businesses include ten 
years’ exemption from income tax and municipal license fees; seven 
years’ exemption dividends exempt corporation from the in- 
dividual income tax for stockholders residing Puerto Rico; and 
exemption from property tax for periods from five ten years, 
substantially limited, however, the amount investment. Further- 
more, Puerto Rico exempts from tax the gains received stock 
liquidation exempt new business. 

Each exemption grant contains provision that the grantee shall 
operate the business good faith according the principle normal 
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possible the elaborate, centrally planned and executed advertising 
campaign, and the other hand with the rising relative cost 
labor, which has given progressive cost advantage “absentee 
salesmanship” means advertising aimed the buyer. Both 
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There will trend toward more emphasis discriminating 
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pany and its prestige, makes much more sense than the goals high 
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mankind general. 


order achieve this big goal, man may employ any one 
hundreds possible means. But opinion that this goal can 
achieved through and the introduction changes company’s 
practices and activities. 


Institute Technology. 


Should company follow the policy adopting few changes, 
many changes? conservatively run company where the young 
men usually wait for their elders retire, the changes are virtually 
few. But companies which employ consistent philosophy 
change, there can found improved means furthering the com- 
welfare, and especially new challenges arising for young ex- 
ecutives, giving them varied experience and keeping them from falling 
into ruts and ennui. 

notable, have found, that New England, Italian, and 
British firms employ the conservative pattern running company. 
striking contrast this, there very large percentage firms 
the Middlewest which employ the philosophy change con- 
stant change their activities. These companies have attained suc- 
cess, whereas many the conservatively managed companies, having 
labored mightily, have eventually dried up. 
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Those who have the idea making “quick killing” financially 
parlaying the exemptions offered Puerto Rico with the special 
federal tax concessions, such capital gains rates, exempt foreign 
income and foreign tax credits, may well consider some the 
latent patent hazards that may rear their ugly heads with disap- 
pointing, not disastrous, 

Any United States interests planning business Puerto 
Rico should prepared ward off potential attacks the Internal 
Revenue Service, bear the expense thereof and have reasonable as- 
surance winning. 

The exemptions from Puerto Rican tax now offered under the 
Industrial Incentive Act (1954) eligible businesses include ten 
years’ exemption from income tax and municipal license fees; seven 
years’ exemption dividends exempt corporation from the in- 
dividual income tax for stockholders residing Puerto Rico; and 
exemption from property tax for periods from five ten years, 
substantially limited, however, the amount investment. Further- 
more, Puerto Rico exempts from tax the gains received stock 
liquidation exempt new business. 

Each exemption grant contains provision that the grantee shall 
operate the business good faith according the principle normal 
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business operations and shall not willfully attribute the operations 
another business the tax-exempt business. 

One important point bear mind that tax exemption grants 
are revocable for noncompliance with the provisions the act and the 
rules and regulations promulgated under it, the terms and con- 
ditions the grant well fraudulent misrepresentation obtain- 
ing the grant. 

not unreasonable suppose that grant, even though once 
obtained, might nevertheless revoked the grantee its operations 
treads marginal line such means confining its operations 
nominal manufacturing activity and insubstantial employment na- 
tive labor. 

Any business which decides carry any operations Puerto 
Rico and qualify for the exemption must, furthermore, meet the 
initial requirements for exemption which include substantial invest- 
ments permanent improvements. 

Another factor the tax structure which would applicable 
for those not covered the exemption that which would effect 
when the exemption terminates. Puerto Rico has its own income tax 
laws which presently provide lower corporate rates than those 
the United States. However, what with the inflationary trends that 
have been known accompany highly industrialized and peak em- 
ployment economies, would folly assume that Puerto Rico will 
pursue course not increasing taxes. 

One the most disappointing and frustrating possibilities could 
the success the Treasury Department holding that the proceeds 
upon liquidation sale stock Puerto Rican corporation would 
taxable entirely United States ordinary income tax rates under 
the so-called “collapsible corporation” provisions the Internal 
Revenue Code. 

These collapsible corporation provisions are lurking peril espe- 
cially the case domestic corporation operating branch 
subsidiary corporation Puerto Rico, since these provisions relate 
the manufacture, construction, production purchase property, 
which essentially are the only types businesses which could qualify 
for the Puerto Rican tax exemption. 

Another the several danger areas the power the Com- 
missioner Internal Revenue reallocate gross income, credits and 
deductions and allowances between entities owned controlled 
the same interests, and, apparently, whether not the entities are 
organized within the United States. 

problem within the tax area which may prove troublesome for 
business which goes Puerto Rico the lack assurance that 
substantial part the income realized may not come within the 
classification income from sources within the United States, in- 
come from sources partly within and partly without the United States, 
and consequently subject federal taxes. 


But here lies the core the problem: Puerto Rican corporation 
can never absolutely sure that not “engaged business” 
the United States within the meaning the Internal Revenue Code 
markets its “manufactured product” the United States un- 
less the corporation willing very substantial lengths 
assure that the “sales” are made Puerto Rico. 

Apparently the safest several alternative types organization 
would Puerto Rican foreign corporation. Even this, however, 
carries with many risks. 

There some speculation that Puerto Rico will not find 
necessary extend any the exemptions soon expire for many 
the corporations doing business Puerto Rico and that may repeal 
the Industrial Incentive Act 1954. 

When the Puerto Rican tax exemption 
program started out, the availability low-cost labor was one the 
most important economic inducements attract foreign industry. 
However, the cost industrial labor has increased substantially. The 
industrial opportunities and accommodations Puerto Rico may soon 
approach the saturation point. Under such circumstances, labor 
unionization and problems connected with wage scales could become 
problems great magnitude. 

more nebulous factor which may have negative repercussions 
that the present “attitude” the Puerto Rican government toward 
foreign business may not necessarily (or remain) the same the 
“attitude” the native Puerto Rican citizens. The native reaction 
has, times, taken adverse turns toward foreign capitalistic ventures, 
particularly coupled with the appearance (or local suspicion) 
financial exploitation the natives’ expense. 


IMPACT CHANGES STATE AND LOCAL TAXES 


Thomas Noble* 
The Controller, Vol. 28, No. August 1960, pp. 359-361, 388. 


Within the past year and half, there have been number 
meaningful changes the field state and local taxation. For ex- 
ample, the Northwestern-Stockham decision, early 1959, the 
Supreme Court handed down the Interstate Income Law which 
banned state income taxes business whose only activity state 
was solicitation orders. Previously, company was taxable even 
all sales were accepted outside the state, the company had 
inventory, bank account, collection work, repairing done the 
state. 

the field state and local taxation, there are many such 
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changes being made. Thus, may ask, “What can expect for 
the future? the burden state and local taxes business in- 
opinion, business can look forward 
increases the load state and local taxes. Several the forces 
operating bring this about include inflation, suburbanization 
cluding increases public schools, sanitation facilities etc.) and rapid 
growth metropolitan areas. 

One category management decisions related state and local 
taxation has with problems administration. There are always 
questions local custom practice applying laws and 
Then, too, many the state and local revenue laws our statute 
books were written long time ago and are not geared complex 
industrial society. There are many examples ordinary operating 
decisions that can have effect liabilities for state and local taxes, 
For instance, there anything company can hold down the 
burden property taxes? Yes, can study its inventory management 
practices see the stock turnover can increased without reducing 
sales. Slow-moving, low-margin merchandise can pulled out 
the stock. 

The company can also consider the question the location 
branch sales offices. would quite achievement for management 
people with tax know-how find out what added tax liabilities there 
may before moves are made. 

order keep with new tax proposals, business managers 
should carefully watch legislative activity pertaining taxation. Legis- 
lators need the help and advice business such matters. It’s not 
possible for lawmaker understand the workings and complex- 
ities every business his state. needs told what expect 
the way inequities, distortions and administrative difficulties 
new tax law passed. 

conclusion, might worthwhile devote some thought 
the broad question management attitudes toward taxing and spend- 
ing. must accept the fact that one the facets business 
life with which must live best can. Through the voice 
business managers, who are expected have superior knowledge 
the economic facts life, the rising tide nationwide tax resentment 
can stopped. Citizens must understand the direct relationship be- 
tween the taxes they resent and the spending they often encourage. 
The way things work now, they vote “no” higher tax proposals, 
the state and local government officials, pleading poverty, 
Washington get “federal funds for meeting these and 
other demands, the Federal Government spends the hilt its 
swollen revenues and indefinitely postpones federal tax reforms that 
everyone should know are overdue. The hope stopping this fatal 
process lies getting both taxing and spending close the people 
possible. 


wall 


PRICES AND WAGES RECESSION: LEGAL VERSUS VOLUNTARY 
RESTRAINTS Hans Apel 


Social Research, Vol. 27, No. Summer 1960, pp. 157-182. 


The theoretical basis for price policy that would attempt 
enforce non-inflationary pricing provided the tenet “adminis- 
tered while measures wage policy, directed against the 
allegedly irresistible power big labor unions, rest the so-called 
doctrine. Supporters the first concept want added and 
strengthened anti-monopoly statutes against business, while adherents 
the second concept insist the need for legal restraints excessive 
union power. 

First must evaluate the analytical results order judge 
whether they provide sufficiently firm foundation for policies 
legal restraint. 

Administered pricing cannot, itself, represent abusive 
practice, even though indispensable precondition such 
practices. 

One can regard the following properties fundamental the 
practice administered pricing. First, implies ability set 
prices more less independently temporary fluctuations demand. 
Second, implies tendency against frequent price changes. Third, 
the extent which administered prices can deviate from the price 
level that would prevail under purely competitive conditions depends 
fundamentally the degree monopoly power commanded the 
price-maker. And fourth, result, oligopoly likely result 
price levels relevantly above the competitive level, but with sub- 
stantially narrower range for the extreme upward and downward 
changes. 

One may conclude that administered pricing neither itself 
nor connection with strong monopoly power the major autonomous 
source inflation when the economy moves into overfull employment. 

The case made against administered oligopolistic pricing not 
supported sufficient theoretical and pragmatic evidence make 
possible settle the problem satisfactorily legal restraint. Even 
such legislation could obtained, its effectiveness would greatly 
suffer from the lack proper yardsticks for determining the limits 
jurisdiction. threaten punishment recession for the exercise 
the same restraint that may highly welcome prosperity would 
imply juridical concept not very high standing. 

The “cost-push” doctrine has been advanced variety 
versions. Wage pressures appear some propositions the most im- 
portant contributory cause inflation, others necessary cause, 
and third group sufficient cause. 

The cost-push doctrine based the following more explicit 
arguments: (1) The close sequence which prices tend follow 


wage increases is, the absence proof the contrary, prima facie 
evidence cause-and-effect relationship. (2) Any general rise 
costs within given industry taken signal increase prices, 
move, however, that merely anticipates the necessary market adjust- 
ment. (3) Any major wage increase obtained one union challenges 
other unions likewise, with resulting “round wage increases” 
spread over the entire economy; the existence industry-wide bar- 
gaining intensifies this process. (4) Labor’s insistence maintain- 
ing and continuously improving its standard living has led the 
general acceptance “escalator clauses” and “annual improve- 
ment factor” minimum objectives. (5) The assumed “irresistible 
power” unions makes impossible prevent wage gains that con- 
siderably exceed offsetting gains productivity. 


regard the policy aspects, clear that the doctrine rests 


all too slender foundations provide basis for fundamental legal 
restraints unions. 


pertinent inquire whether policy voluntary restraints 
could not rendered workable enough eliminate the question 
legal restraints from discussion. 


Voluntary restraint business would involve three major respon- 
sibilities. One would commitment not raise prices, even 
reduce them, under certain clearly defined conditions. The second 
would call for determined resistance individual firms, well 
individual industries, wage concessions that would dangerous 
financial stability unless met price increases. 


The third responsibility would meet the second responsibility 
“in good faith” and recognition duty deliver society 


general improvement living standards line with modern 
technological progress. 


The “average-productivity rule” would not suit the requirements 
program voluntary price restraints. The alternative and pref- 
erable rule would have three basic characteristics: first, would 
favor wage adjustments accordance with the average labor pro- 
ductivity individual industries: second, would define “labor 
productivity” the ratio the industry’s total sales value the 
total labor input measured all production workers’ paid man- 
hours comparable levels plant utilization; and third, would 
determine annual growth “labor productivity” reference the 
difference between successive three-year moving averages. 


discussion whether system voluntary restraint also 
feasible for labor must obviously focus the role and purpose 
labor unions the modern economy. Union leaders’ 
jectives not recognize monetary stability factor prime im- 
portance for undisturbed union growth. Moreover, since wage deter- 
mination but intermediate step the pricing process, unions 


are not assured, business is, that voluntary restraint their part 
will sufficient prevent rise prices. 

Fundamental obstacles are produced the practical impossibility 
labor’s executing program voluntary restraint, while still 
maintaining the processes collective bargaining that are the heart 
labor unionism. 

The alternative method basing wage increases industry 
differentials the growth productivity could not properly ap- 
plied labor unions. 

Although this account does not provide hopeful note for 
active role labor program voluntary restraint, the possibilities 
its passive contribution should not disregarded. 

program voluntary restraint, active the part business 
and passive the part labor, would not necessarily have operate 
independently public policy. the other hand, new legislation 
that would prevent extreme minorities from obstructing this program 


might useful rendering the program more effective than would 
otherwise be. 


CALCULATED RISK? 
Barron’s, Vol. 40, No. 34, August 22, 1960, 


Swiss bankers made the headlines again last week. the 
prompting the central bank, the nation’s commercial banks have 
agreed ban the payment interest checking deposit accounts 
opened foreigners since the first July. 

Following close the heels similar measures the Bundes- 
bank Frankfurt, this move boasts special and, for the 
any rate, ominous significance. For suggests that funds are 
leaving these shores not merely search yield but also, since the 
Swiss best are none too generous, search safety. the same 
time, constitutes devastating commentary the inflationary 
policies which the Federal Reserve System recent weeks has chosen 
embrace. 

the first whiff recession, the money managers have suc- 
ceeded sparking rally the stock market, and gaining the plaudits 
all those who tend view cheap credit economic cure-all. 
the same time, however, the Fed has weakened still further the al- 
ready shaky position the national currency and cast deepening 
pall over its future. 

Credit steadily has grown both more plentiful and less costly. 
early June the Federal Reserve found expedient lower its 
rediscount rate member banks from fortnight ago 
slashed the rediscount rate second time, 3%. 


WHAT 


Meanwhile, central banks abroad have been moving precisely 
the opposite direction. Frankfurt, the Bundesbank June raised 
its discount rate from 5%. even more striking contrast, the 
Bank England has gone from 6%. 

Money has been pouring from abroad into London and Frank- 
furt, the point where the latter not long ago decreed virtual em- 
bargo foreign deposits. this country, the drain gold, which 
had been slowed trickle high interest rates, suddenly picked 
alarming speed. The nation’s gold stock has shrunk $19 billion, 
twenty-year low, and actually less than the short-term dollar claims 
piled foreign creditors. 

This merely symptom more deepseated malady, the 
persistent deficit the U.S. balance payments. its accounts with 
the free world, this country last year plunged nearly billion into the 
red. This year, the National Foreign Trade Council puts the deficit 
roughly $2.5 billion, figure which, warns, still too great for com- 
fort. Knowledgeable officials have begun worry about the outlook 
for 1961, when, feared, the shortfall the balance payments 
once again will worsen. 

What the United States should the circumstances clear. 
First, wherever possible should seek reduce its economic commit- 
ments abroad. Above all, the nation must seek become more com- 
petitive world markets. the global race for markets, American 
industry losing, not gaining, ground. 

Against this sober setting the recent moves the Federal Reserve 
begin look less like calculated risk, they complacently have 
been described, than wild gamble with the nation’s solvency. 

easing credit the Fed has appeased its critics and, perhaps, 
helped stave off impending recession. However, has done only 
mounting peril the dollar and the long-range national interest. 


UNIONS WANT NEXT 
Nation’s Business, Vol. 48, No. September 1960, pp. 66-68, 71. 


Labor’s goals have always been impressive. What gives them 
special significance this time that the chances making sub- 
stantial progress toward them probably are the best ever. For, back 
them up, labor’s leaders have built the biggest and potentially most 
powerful political machine the country. 

This machine has two main parts and purposes: 

One the intensive and extensive grass-roots political activity 
many labor organizations. Its purpose: The election and selection 
public officials who will most friendly unions. 


The second part consists intensive lobbying Washington, 
state capitals and many local governments. Its purpose: in- 
fluence legislators and other officials pass and administer laws 
more favorable unions. 

Labor’s growing legislative objectives were detailed George 
Meany, president AFL-CIO, his presentation the platform 
committees the Democratic and Republican Conventions. The 
major goals are tenfold: 

Labor Management Relations: The AFL-CIO wants return 
the Wagner Act, through repeal certain sections the Taft-Hartley 
and Landrum-Griffin laws, ease controls employee welfare funds, 
and restore federal supremacy labor law, and back the closed 
shop. 

Right Work: Compulsory union membership through repeal 
Taft-Hartley’s Section (b). 

Union Regulation: Removal many strict, burdensome and 
often unfair rules the new Landrum-Griffin Law for operation 
Union. 

Minimum Wages: Labor wants the federal minimum wage raised 
eventually $1.50; time and half paid after instead 
hours week. Labor’s demand for equal pay for women has the 
support both political parties. 

Unemployment Compensation: Long-range union plans are 
substitute federal system unemployment compensation for the 
present one, but for the time being, unions will settle for federal 
reinsurance fund. Unemployment payments will least half 
worker’s weekly earnings, subject maximum the state’s 
average weekly wage, and continue for least weeks. 

Workmen’s Compensation: Employers pay for both unem- 
ployment and workmen’s compensation for job-connected injuries. 

Social Security: Labor wants government pensions increased, and 
medical care provided for the aged, regardless financial need. 

Economic Growth: The AFL-CIO plans growth year 
the economy which would help solve long-term unemployment 
problems many local areas. This means increased federal programs 
including construction and urban redevelopment. 

Monetary Policies: The AFL-CIO wants unions, consumers and 
small business represented the Federal Reserve Board 
Governors, thus ending the independent status the Federal Reserve 
Board whose policies, says the AFL-CIO, stifle initiative and growth. 

Taxes: The AFL-CIO wants tax laws changed shift more 
the burden business and individuals higher income brackets. 
Thus, union interest and influence spreading fast beyond the 
traditional objectives improved wages, hours, and working conditions 
and into the government’s fiscal, tax and general economic policies. 


AMERICAN BUSINESS AND THE WORLD Richard Robinson* 
Business Review. Vol. No. August 1960, pp. 4-8. 


central problem facing this nation that making free enter- 
prise, something resembling it, workable international concept, 
The opportunity for international business the areas exporting, 
importing, licensing, management contracting, technical 
assistance, the exploitation overseas resources, foreign assembly, 
foreign manufacture, just plain investment, arises from the 
fact that are now experiencing world revolution change and 
growth, revolution that shoving its way into the thought and life 
virtually every member the human race. 

the path such massive change, economic, social, and political 
processes are being telescoped time terrifying degree. The past 
longer reliable guide the future, and many traditional 
business policies and practices are rendered obsolete. The Western 
businessman does not fear this change, but, rather, welcomes it, for 
here this revolution rising expectations lies vast demand for 
goods, capital, and skills, all which are desperately short supply. 

Managements should, their own initiative, consider foreign 
business opportunities, and carefully analyze foreign markets. man- 
agement, which international-minded, should also show willingness 
conduct business way which brings about the greatest co- 
incidence interest between the firms and the nation which 
proposes operate. 

judging over-all gain this situation, management perhaps 
well-advised rely upon the judgement men who are thoroughly 
familiar with the foreign markets question and are skilled 
analyzing them, men whom one does not find many companies. 
The shortage expertise this area real block more rapid 
expansion international business. 

way summary, should like restate conviction that 
management owes both itself and the nation international- 
alert, study seriously its global position, examine critically its 
products and methods operation from the point view ex- 
panding foreign markets and, management develops international 
activity, assure itself that the firm acting not only its own 
interest, but also the interest the foreign countries which 
operating. nation and businessmen, have much offer 
and much gain active participation international business. 


*Lecturer Business Administration Harvard University Graduate 
School Business Administration. 
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Special Announcement 


Beginning with December’s issue, The Executive will feature totally new 
design, including new over-all dimensions, quality paper, format and typography. 
part, this design change has been effected endow The Executive with maxi- 
mum readability. Also commencing with the next issue, the magazine will 
delivered envelope that your Executive will arrive ‘in the best possible 


condition. 
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